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1 Overview

Tax Increment Financing (TIF) is one of the most popular tools used to fund downtown and
other local economic development projects in the United States.! However, California’s recent
dissolution of its over 400 Regional Development Authorities, many of which relied heavily
on tax increment revenue to issue bonds that financed redevelopment activities, has caused
considerable concern about the possibility of legal challenges across different communities
of economic development practitioners. The Michigan Legislature is currently in the pro-
cess of evaluating a series of state-level legislative proposals that potentially imply significant
changes in the structure and participation of TIF, possibly limiting the scope of this economic
development option or even rendering it effective for practice in Michigan. These legislative
developments have given rise to an increased urgency for a careful evaluation of TIF as the
funding mechanism of choice for state and local economic development practitioners.

While TIF authorities might divert tax revenues from schools and other critical public
investments in infrastructure, public safety, and civic governance to private development, the
opportunity costs of eliminating TIF in Michigan are not easily quantifiable for public policy
makers or local economic development practitioners. One of the main reasons for this difficulty
is the absence of standardized information for making meaningful fiscal comparisons at the
municipal level or county level, particularly since TIF authorities are organized in different
ways and in different municipalities across the state. In fact, while the Michigan Treasury
attempts to compile or analyze TIF data on a statewide basis, our research shows that there is
little compliance with the state-level regulatory reporting requirements. In turn, this means that
there is little systematic information about the financial condition of tax capturing authorities
or the debt they carry. While the purpose of these authorities is to attract new investment and
to create jobs, statewide data that could help analysts evaluate the extent and effectiveness of
these tax capture tools simply does not exist.

This paper contributes to the current discussion of TIF reform by developing the blueprint
for a comprehensive, state-level database prototype on the structure and practice of TIF in
Michigan (Michigan Repository for TIF, “MiRTIF”). Categorizing, classifying and standard-
izing the reporting on all active TIF in the state in a consistent manner, the MiRTIF is intended
to provide a consolidated view for making meaningful fiscal comparisons at the municipal and
county-level. In order to derive the field requirements for the MiRTIF, a meticulous analysis
of the statutes in the Michigan Legislature governing each of the eight tax capture authori-
ties is necessary. The second contribution of this paper provides a step-by-step orientation of
each and every step required to implement and operate a TIF District in the state of Michigan.
This seemingly elementary step is critical in order for actors involved in TIF use or reform
to acquire a comprehensive understanding of the TIF process from start to completion. Any
discussion that is not based on the fundamental principles of the TIF tool will result in eroding
its effectiveness and in municipalities appropriating it for non-intended purposes.

Developing a streamlined reporting process based exclusively on the reporting require-
ments of the Michigan Legislature removes the barriers that have made it nearly impossible
for authorities to report mandated information. As tax capture authorities across the state slip
in and out of financial trouble, looking to taxpayers for help, MiRTIF would provide data that is
systematically tracked and that can be reliably aggregated, providing a more complete picture
of all aspects of TIF activities. As such, MiRTIF could serve as the basis for rigorous empirical

ISee Briffault (2010) for a comprehensive discussion of TIF as a financing mechanism for local economic devel-
opment in the United States.
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Figure 1: The basic mechanics of TIF
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{(a) Textbook set-up (b} Revenue capture with overlapping governments

Nores: Figure (a) the typical set-up of a TIF, with the top part of the figure showing a land area view of a hypothetical
municipality. The area on the western border is designated a TIF district and its assessed value is measured. The lower
panel of figure [(a) shows the base-year property values in the TIF and the non-TIF areas. Figure 1(b} illustrates the
incentive to “capture revenue” from growth that would have occurred in absence of TIF (“beggar-thy-neighbor” poli-
cies at the local level). This can lead to inefficient economic development strategies due to a “cross-district subsidy™
of own cost (“moral hazard™). Source: Bieri (2013).

moral hazard.?

TIF was conceived as a way to facilitate place specific projects that would generate eco-
nomic growth and development in places of low economic activity, low residential income,
and a low or declining property tax base. Municipalities are required to demonstrate that the
area designated for redevelopment meets what is known as the “but for” requirement, that is to
make the case that development in the area would not happen *but for” the creation of the TIF
district. In this manner, earmarking future growth in the area for private investment and new
infrastructure and offsetting incremental revenue from public facilities, is justified because, ar-
guably, without the intervention, the property value for the area would have remained constant,
or perhaps stagnated.

In many ways, TIF appears to be a perfect closed system in local public finance (Young-
man, 2011). From the perspective of intergenerational equity, borrowing against future tax
revenues is an attractive tool because it can spread the costs of investing in an underperform-
ing area that require financing massive infrastructure overhaul. From the perspective of the
municipality, the tool is favorable because it does not require raising any new taxes for de-
velopment. However, TIF investments do not guarantee immunization from adverse economic
developments which exposes TIF districts, particularly those with debt servicing requirements,
vulnerable to significant repayment risk.

Furthermore, a traditional principal-agent conflict arises due to the fact that appointed of-
ficials that usually are given the governance power to leverage financial capital through TIF,
may have objectives that are inconsistent with the long-term fiscal objectives of the city. This
ability to function like a bank to obtain financial backing and issue bonds without having the
governance accountability of a financial entity {(and its associated regulatory cost) can lead to

See Foster (1997) and Frey (2001) on the political economy of functional, overlapping, competing jurisdictions.
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analysis of the counterfactual, a point that is well established in the literature on program
evaluation (Imbens and Wooldridge, 2009).

2.2 Public good provision and the blight requirement

Addressing the increasingly less stringent use of TIF designation, in 2000 Michigan legiskation
expanded TIF usage to incorporate non-“pure public good” infrastructure expenses such as
land acquisition, private businesses, and incubators (Wisniewski, 2000). In practice, therefore
the use of the term “public purpose” to define property value deterioration has increasingly
become more widely interpreted as implying the promoticn of economic growth which poses
legal challenges to state enabling legislation for TIF.®

Historically, the main political and economic motivations for TIF have been anchored by
the state-of-exception logic that justifies special budgeting and revenue earmarking in order
to spur development in blighted areas. From 1983 until 1995, for example, Chicago used
TIF designation to rebuild industrial corridors witness to derelict infrastructure. Chicago’s
first use of TIF was in its downtown core as a way to develop its commercial center and
discourage residents from moving and/or shopping in the suburbs (Lester, 2014}, Justifiably,
in this manner the TIF designation helped to reinvigorate downtown, mediate sprawl, and
encourage investment by consumers in the city center. Following 1995, however, TIF usage in
Chicago accelerated significantly. This parallels the proliferating use of TIF in other US cities
{Weber, 2010; Lester, 2014).

The increasingly lax interpretation of what qualifies as “blight” has implied that the criteria
that are required to be met in order to form a TIF District are notoriously difficult to establish
in an object and transparent manner. Briffault (2010) provides various examples of projects
that were approved under the pretext of “blight” when in reality the term was appropriated to
implicate “underdevelopment” rather than decaying deteriorated structures, economic distress,
and unsafe and unsanitary conditions. For example, in a St. Louis suburb, TIF revenue was
used to demolish a shopping mall on account of it not being able to compete with newer malls
in the area despite the fact that it was considered the city’s greatest economic asset. The
blight factors included “obsolete platting in its current two anchor store configuration, limited
space for small retail shops, improper subdivision and irregularly platted lots that constrained
expansion” (Briffault, 2010, p.79).

Meeting the requirement for blight and for redevelopment to constitute a public purpose
is treated as a matter to be disputed within the legislative determination but it is not regulated
by the need to provide specific forms of evidence. The end result is the wide proliferation of
TIF as justified by stimulating economic development, but not necessary in places that are in
desperate need for publicly financed redevelopment.

2.3 Promoting tax base growth versus employment growth

Tax based growth is most likely to happen in locations where the property values are low, or
growing at a slower pace, in comparison to other parts of the municipality. TIF is known to be
effective for large, expensive projects that result in quick and significant spikes in tax incre-
ment because larger projects that generate substantial increments to meet the initial objectives

6According to the Michigan Downtown Development Authority Act of 1975, the legislature finds *“[t]hat halting
property value deterioration and promoting economic growth in the state are essential governmental functions and
constitute essential public purposes™ (5 123.1651a Sece. 1.1.).
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in that it can finance bonds, as well as like the state and municipal government, in that in can
make land use planning and zoning decisions. This level of power should warrant stringent
oversight, yet mechanisms for enforcement or for penalty are not in place at the legislative
level.

Another problematic issue that has emerged is the role of private real estate consultants
hired by municipal bureaucracies to assist in the process of securing developers. In a series of
interviews with these agents and through the review of primary material, Weber and O"Neill-
Kohl (2013) uncover how certain strategies are employed to lure in new development resulting
in shifting the primary focus of job creation to real estate development. Tax capture authorities
have come under scrutiny for receiving payments from the incremental fund rather than the
municipal fund, thereby, opening the door for corrupt practices. The lack of uniform guidelines
and transparency contribute to the abuse.

2.5 Accountability, governance and reporting

This last point contributes to perhaps the most problematic issues regarding TIF use regulation.
Because of the dual character of TIF as both a financial instrument and an economic develop-
ment tool, the perimeter of regulatory oversight must be broad and deep, encompassing both
financial stability considerations and traditional accounting disclosure standards stipulated in
the uniform reporting format for financial statements for local governments under GSAB State-
ment No.34 (GASB, 1999).

To date, however, such a broad regulatory treatment of TIF remains elusive and, despite
extensive regulatory reform in the wake of the financial crisis, this issue seems by and large not
on the radar of policy makers who have almost exclusively focused on reform and oversight at
the federal level. For example, a consolidated national registry of TIF districts does not exist.
TIF usage could be aided by transparency, evaluation, and a more finely controlled reporting
process. The lack of transparency, as well as penalty for negligent use, has resulted in examples
of TIF revenue used for funding projects that are not legally approved by the statute, such as,
for example, golf courses, marketing efforts, luxury car dealerships or festival promotion (cf.
Weber, 2003).

The focus here is to highlight the common implementation practices and policy challenges
that characterize TIF usage across a multitude of different applications. As we discuss in detail
below, it is not currently possible to make any meaningful fiscal comparisons at the municipal
level or county level for Michigan because of the absence of information, Careful evaluation of
TIF as the funding mechanism of choice for Michigan and local economic development prac-
titioners is necessary. This can only be completed through a detailed reporting of the practice
of TIF in Michigan. We will demonstrate how a consolidated repository for TIF in Michigan
will improve the effectiveness of TIF and mitigate potentials to abuse a tool that could actually
prove beneficial for communities and could serve as a model for future local development ef-
forts. In many instances, this lack of visibility of TIF activity is accompanied by lax regulatory
enforcement, which reinforces the public accountability deficit of TIF as a financing tool. In-
deed, concerns about TIF governance currently pose the greatest challenge to the continuation
of viability of TIF as a feasible option for financing local economic development.



8

quaad g9 moqe s1 asealoul ay) *saundy 710g 01 uontyul Jof pasnipy

‘swsiueydaw Fudueuy pue ‘jodotoxd Juruodas ‘Auoyine 3y jo soururaaod ‘Kuoyine Juuny
-des xm v Jo uawysiqesa a4l Joj wapasad [rS3) ay) sjimap ainme(sida uriyd 2yl
‘5[0 JuswdoaAap 21UOUDID HDY] 1331
o1 ssnuoyine Suiddepiaso aieudisap o sanjedidunw smofe me| ueSiysiy ‘uawdolasapal Jo
sad Ay warapip s19dim QLoyine Yora asnesag saumpunoq asoy) uigim syvafoud Joj wswdo
-[2A9p pUNy 01 1DMSIP JIL P 190U 01 9|qu e senUoyIne ‘paysiqeIsa st syl aduQ Auiado
111 11 yoiym uiynim Asepunoq (eaiydesoad st saeaut[ap 01 pue ALIoyine ue Joj paau ay) suiw
-1219p 01 Jamod ayy uaald are (sdiysumor 1o *saBre(ia ‘sand) sanirdidiunw ‘urSwd1y U]
(LTTLY O 1'TLY "TDIN ‘SE Vd L981) 19V Aem|iey

12218 1yorduoN pure (€88[°ST1 01 1L81°STT TOW ‘05T Vd 0107} 10V 24MONNSEIU] UIUISIAU]
2IVALL] SJT 3531 ], "SISYI0 3Y} SE IFUUELW WS 3y} u1 AJLIOYINE UB JO uoliewo) 3yl ainbal jou op

Aayy asnesaq apqes aup ur Jeadde 10u op jeyl SudUTUY JUAWAIdU] XE1 10J MO[[E Bl 2Ime[si3aT]
3yl UL S15¢ OM] 218 219Y] ‘UONIPPT U] P3YSIQRIS? a1am A3yl Jeak 2y pue sapuoyine YT
asa) J0) uoNB[SIa] Fuljqrua v A Jo Yoea jo saweu ayl I1si| ¢ pue § saqel s1oaloid sap
pury o1 J]L 9z1jun ued ) ueS1yo1jA Jo 3IEIS 2yl 10§ SINUOYINT pausi{qeisa 1T aie a1ay ],
“ueIyouAr ul
SUAWUIAA0T [220] AQ SIDUNOS UMO WOL) SONUDAAN Xy Auadoad 2103 JO 950 Jopun 1snl 1o uoifiq
Z'1$ st yonw st |qissod ‘uoljjiur gpcs 01 1as0[d yonur st a1mded anuaAsl J11 Jo spniudeur
femoe oy ey A(dws sIICWINSg 153q N0 ‘pEIISU] "SINIANDE JLL [£20] U0 aEr1aa00 Surpodal
Jood jo i[nsas e sv A|adet ‘aamded anuaaal J11 Jo apnuudew an ay) Sunewnisatopun A[ssold
are sam3y asay) eyl s1sa33ns YIULISAL INO ‘J9L 'asEAIOUL JuAdIRd 98 UT ‘GOOT JUIS uoI|[IW
0S[$ noqe jo aseaidur ue sjuasaadai siy] aeak SIY) SaNUIAII L Ul uoijjiw 087$ Amded 0)
paidadxa a1e ueSiyory ut sanuoyine Suumded xm ‘C|OZ pue +10g SIax [Losi] Joj suondwaxg
pue ‘suonanpac] ‘sipald) xe uo xipuaddy 128png aannoaxy s, Linseai] jo wawuedag ayp o
Suip1020y "sa)n1s SSOIDE A[Ipim SALIEA “210J31aY] ‘PUE [2A3] LIS 3Y) IT PapIddp s1 3desn 1], Sul
-w12A08 uonELSISaT "RIGIIN[OT) JO 1LISICT dY1 pUE SIS G UL pasn §1 SUIDURUY JUSWSIOUI XE],

UeSIYIIA] Ul QURILIAA0S JII €

'9861 Ul SYIQT Aq padejdal put

[861 2aus swedydde mou 01 paso]d {V4IL) Muoyiny asurul] 1UdUAIdU] XB],
AQTIILAR TON] (CITMAL) 12181(] WuaWHAcIdW] 32IN0SaY JMem

1% 19Ty (VIN) Aiuoyiny wawaaorduwy pooysoqysian

1S 10 (V401D Auoyiny Suidueur wowdo|aaaq (8207

10ags 19ty (VINH) Auoyiny Supaueul] pooyioqyIian dLowstH

1Y 190 (vacn) Aoy uaswdo[paa] umolumog]
1204y 190 (vI1D) Aioyiny juawadaoidun] JopLuo;)
199§ 1ML (vag) fSiuopny wowdolaaag poyumolg
NS Gy adis Snaolpno 11

ueS[yNA 10§ $139Yys)oR) VALL :1 2198l



POSKT WwauAaduIp 22esSHY 1A (A HIM
LAI0LINY DDURHL] IWMRUMIU] XL (VLI *A1oyiny uawaaosdw] pooyoqydioN VN (Snoyiny Jupucul] wawdoppaag 2207 =T SAOoginy Fuiaueul.] pooy
-10qySIaN 2UOISIH SV NH ‘Auoymy uawdopadg umoumod (v SAUoyIny wawsacsdw ] Jopuio) 11D SanuoyIny wawdo[paspay] playumols] Sy SHoN

-nopnjjod puw satoads aaiseaul

“(ROOT 159M) F6LI-1LLISTISS

woa saye] puejui Funpajoad vo pasnao] s1adoad saourul| wuy saw dwo) CYSIA RG 19V Mnd  800T anim
‘unonEIouap pooyogynu Jusaard o) pue gimols auou
-039 pue [EnUapIsal a8mnoaua o) Juawdodaap sadurul| 19912y g LO0T ViIN
uoneansaid suoisiy adenooud 1L8T°STIS
pue saugjyEncsoy) wiew Suope S1I9LSIP SEOULSNY $OOURLIL] uuy sme dwo) CYmp ‘08z 1Y Ngnd 00T YD
SPOOLIOYUTIoU
suosiy ul sjunwaaosdun ognd 1o pue  fsjow bas 1o 1+87°5T1§
uewisapad  ‘s1oans aaordun o1 umudopoasp  soounuyg ‘uuy sae cdwod) CYMw fOES WY Agnd  F002 YdNH
‘Auadosd  z¢ Vd 900T ‘101 Vd S00T
majosqo Afzuonsuny pue paydiyg o) wawdolpAdp pue  “£L7 Vd £00Z ‘65T Vd £00T "bas 1o 1cozsTIE
SIFIS PPRYUMOIY U0 UONRPIW [RIUIUUONAUD SIRUL]L  “LTL Vd TOOT ‘SF1 Vd 0002 uwuy sae dwod) YA I8¢ 19V algnd 9661 Vid
‘sauysnput AFojoutpar-ydy Fwssasond ‘bas 1 |g1T°CTIE
[enynoude Suunpenuew jo WaWdoaAsp  saduRUL| RFZ Vd 0007 "uuy sae cdwo) ymy ‘187 19V Aand 9861 VAT
‘papurdxa ag
10U pINoa pur £g6] 191e waurunad nuedag sauepunog
POSIRIST]  "£9G] 1T PAmO|[e jou aIam sanLoine bas 10 1081°ST 1§
asay [ “uonmoumap swaaad jeq) wawdojasap sadurul,| 087 Vd 9RG1  uuy sme dwo)) ysg ‘0sk 19V ongnd - 0861 VAL
UONRIOLMAP anjea 6LT Vel 9007 "1 Vd S00T 'bas 1 1591°6T 1§
Auvadodd Junjey Aq woawdojaasp umoumop sadueulf ‘126 Vd F00Z ‘851 Vd $00T  uuy sme dwio) YDA L6119V MYNd  CL6T vaa
wondrosag Siuampuay noNUISISFy  avaf Koy

uesyaIAl Joj uonesida| surjqeud VLI T dlqeL



01

vondipsunl Jurxey yseas jo Apoq Fuwraaod ayy 01 12ISIP JLL Y1 Jo sauepunoq pasodosd oy
yum Suweay ay3 Jo ad1jou [Iew payIuad Aq (iew 01 pasinbar are sonipediounue ‘uonippe uj
2a1sip pasodoad
1 ut prooas Jo s1akedxe) Auadoid 01 pajiviu 2q 1SN 320U W "ApEW 3G ISHLU JUWIUNOUUER
ay Suueay ayy a1ojaq sAep Aurw moy Joj pouad awn oyioads e sey 198 Jurqeus-AiLoyine
yara jo ensind aymms ay ], Anjedidiunw sy) ul BONRMD [eI3USE jo todedsmau € ul 301m)
paysipgnd aq isnw sjuawadunouue Supeay sgnd “(10s1p Alwoyine) siamod s11 351019X3 URd
fuoyine ayy yoym uiguam Aepuneg ay) pue Aiuoyine ue Suneaso uonnjosal o) uo Juuesy
onqnd e 10§ 39ep B apn[out Isnw waiu siy ], ‘Anpeddunw ayl jo siamod aanesida) ynm Apoq
Sututanod paroags ayy £q pardope 3q 03 JualUl Jo uonN|Osal e 3eal1d 1s1y Jsnw Aieddunu v

fuoyne aamded xe) e SunysiqeIsy '€

-arnides Juawaiour Xe) Jo ssascord ayi ut Avpd suonmusul asayl Jo youa jeyl 2§01 3y)
sajensuowap ¢ amdi] -uonedijdde 1L ssadoid 1ySisiaac pue uoneiudwafdiut ayi ul pasjoaul
$21poq [euonmnsul [T 31w uoneiodio) juawdolaaa ouwouodqg urdiyonA oy pur ‘Aitend) (Bl
-uamuoriaug Jo uawpedadq ;) ‘pund ATaIeNgG UESIYDIA AU} ‘UOISSIWIWIOD) XB[, 101G Y ‘uuie
youetq s puw Ansear], jo juawuedagq ueSiyoipy 2 aimesida ueSiyoly a2yl o1 uonippe
uj Jepus st sanuoyine Juumdreo-xe w13 [[v Jo adurwaaod 3y ‘satoundazosip Jouiw SNUIA]

“(8002) +6 19V V-IILIMM PU® :(0861) ‘05t 19V VALL *(£002) ‘19 19¥ VIN (+107) ‘voneiodio wawdojaaaq
auwionodg SN (986 1) 18T 1PV VAUT PUT H(+002) 088 10V VALLNH HSL61) *L61 1PV vAA (€007) ‘087 12V
VI {Z102) ‘TS 1V vid s2aunog (+10g ‘vontiodio) wawdopasg Muouodg undigdiA) SIALUIIUL UO JUDWN
-aop ¢ ut suejd ylom Turouruy WAL XE) PIOJUMOLG JO JOIRISTUNUPE UE SE PAUONUIW S 11 “IDADMOY iSOy INE
Playumasg Jo WFISIDA0 Y1 U1 PIA[OAUL S1ITYY UONMIEISUL UT SB 20S Vd Ul pauonuaw jou s1 uonesodso)) wawdojasag
anuouodg uedupipy oy , ameisiSo] uednyory a1 o1 suodas 1wgns 01 JAYAE01 YJom 10U Op MMS Jo AITI0I00G
put tuoIssnuuIo?) Xuj mmg uonmodio) wawdojaaag siwouosy unSyaig sAnsealf, jo wawwedag 2y L, (2102 ‘TOS
1YY vag) amesida ueFigopy o1 of noday [ERUGE UR 1MEGRS pue sanuoying juswdo{aaapa) pajumoIq wolj aAlad
-a1 Aap swoda jenuue auiquios punyg a1dsiens ueBgaa oy pue Liljend) [ruswuoaAug Jo wawuedag oyl saron

=
z £
= s
£ - E g 7 £ -4 =
o) ] R 2 =3 E =
2 2 g5 L s, 2 F 2
g w = = ] L8 g S
g s = B g 2 = g 2
= S s g = z g
= 3 2 z =
: 5
E
saQUORAY P[O [TV »sInLOGY JESndoRASPY PRYURAIE

sanaoyIne axmyded xe) Jo 1yBiS1340 Ul paAjoaul suopnypsuy ;g amsig



levying taxes that would be subject to capture if a TIF were established. Notice of the hearing
must be made visually available to the public in at least 20 places in the proposed district not
less than 20 days before the date of the hearing. The minimum amount of days fluctuates
depending on the type of authority the municipality intends to create. A hearing is held and
the governing body takes comments. Not less than 60 days following the public hearing the
governing body may adopt the resolution.” The resolution is then published in a newspaper of
general circulation and filed with the Secretary of State.

Once the resolution is filed with the Secretary of State, the municipality can appoint mem-
bers to a governing board. These board members become the official authority. Specific guide-
lines are detailed in the statute for each authority on who is and who is not eligible to serve on
the board. Once the authority is established, the authority now has the legal right to issue bonds
to fund infrastructure and other property improvements in the designated authority district.

3.2 Development plan and TIF plan

After the authority and the authority district is approved by the elected governing body of the
municipality, and analysis for necessary development of the designated area is completed, the
authority can develop a Development Plan (DP) and a TIF Plan. The difference between the
DP and the TIF Plan is that the DP serves as a reporting mechanism to assess the current
physical characteristics of the designated area, whereas the TIF Plan is a financial tool focused
on financing future development of the area. The authority is not obligated to develop a DP or
a TIF Plan. In fact, some municipalities in Michigan have succeeded in creating an authority,
but the authority never proceeded in developing a DP or a TIF Plan. According to the Tax
Commission’s Frequently Asked Questions, some municipalities are surprised to find that they
have inactive authorities in their jurisdiction. However, even inactive authorities must submit
all required reporting forms. If the local unit has decided to dissclve the authority, it must
submit this information to the Tax Commission.

The DP is required any time an authority decides to finance a project through the use of
revenue bonds, which is almost always the case for TIF districts. The DP must detail the
following information: a) Highways, streets, streams, and other public facilities within the
development area; b) Location and character of the public and private land uses in the area in-
cluding legal descriptions of the commercial, educational, industrial, recreational, residential,
and any other uses; ¢) Time required for completion of existing projects such as improvements
in the development area to be demolished, altered, or repaired, a statement of the construction
stages of construction planned, and the estimated costs of rehabilitation contemplated for the
development area; o) Information on parts of the development area to be left as open space,
portions that the authority desires to sell, exchange, donate, or lease, zoning and infrastructure
changes; e) Estimate of the cost of development and how it will finance the development; f) In-
formation on the number of persons residing in the development area and project how many
families and individuals the plan will displace, as well as information on their socio-economic
status such as income, racial composition; g) Housing information to be collected including:
(i) Number of public and private units, (ii} Owner-occupied versus renter-occupied, (iii) An-
nual rate of turnover, {iv) Range of rents and sale prices; h) Estimate of private and public
housing available should families and individuals be displaced. In the case that displacement
will happen, a plan must include @) Provision for development of new housing in the area to

IUnlike the time period for publication and announcement of the intent, the 60 day time period before adoption is
consistent across all tax capturing authorities.
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the Michigan Tax Commission’s website, this form is a copy of the report that was used by the
tax capture authority’s to determine the TIF Plan’s tax increment revenue. It can be submitted
in either handwritten or computed, and it should include a) millages, b) initial, current, and
captured values by property tax roll, ¢) source of tax increment revenue, subdivided by each
millage levied.

3.4 TIF process governance and regulatory oversight

For more streamlined and intuitive understanding of the regulatory framework of the TIF pro-
cess, each of the steps detailed above are graphed out for every tax capture authority into two
sets of flow charts. First, the left hand side panels of figures 3 through 3 provide a detailed
schematic of the implementation process from the creation of an authority to the approval of
TIF as a revenue source. The processes each municipality and authority must undergo in order
to reach the final step of implementing a TIF Plan and remaining in good operating standing
are broken down into color-coded boxes. Boxes highlighted in blue represent the steps that
need to be met in order to form an authority. Boxes highlighted in green represent the steps
that need to be met in order to establish a DP.

Boxes highlighted in purple represent the steps that need to be met in order to establish
a TIF Plan. Boxes highlighted in orange represent reporting requirements for the duration of
the TIF District’s existence. Similarly, any boxes highlighted in red that fall below each of
their respective colors represent the steps that need to be met by the municipality or authority,
but in addition, they highlight the reporting requirements that the municipality or authority is
obligated to meet. In theory, these prerequisites are in place in order to inform the public of new
activity within their jurisdiction and they also assist regulating bodies in enforcing regulation
and capturing information.

The right hand side panels in figures 3 through 5 demonstrate the role of the various entities
involved in the regulation of TIF. The process each regulating institution takes in ensuring
that authorities meet guidelines is broken down in color-coded boxes. Because the regulating
entities vary by authority, their colors subsequently vary. All charts include the State Treasury,
the local governing body, and the Authority Board. In addition to those mentioned above, the
BRA chart in panel (b) of figure 4 includes the Department of Environmental Quality, as well
as the Chairperson of the Michigan Strategic Fund and the LDFA chart in the lower part of
panel (b) of figure 5 includes the Michigan Economic Development Corporation.

3.4.1 Recent changes regarding Brown Field Redevelopment Authorities

The Michigan Legislature and the Department of Treasury are the principle governing bodies
for TIF usage in Michigan. A third organization, the Michigan Economic Development Corpo-
rations (MEDC), is the state of Michigan’s marketing arm responsible for attracting economic
growth through the use of economic development strategies and services that aid in their im-
plementation. MEDC is a discretely presented component unit of the state of Michigan created
as a public body corporate under Article VII, Section 28 of the Michigan Constitution and Act
7, P.A. 1967. The Michigan Strategic Fund and public agencies across Michigan created the
MEDC through an Interlocal Agreement. The Interlocal Agreement went into effect on April
5, 1999, giving the MEDC the ability to jointly exercise powers with public agencies to pro-
vide services and share resources. The MEDC oversees the money and administers programs
that the MSF board approves. As of April of 2014, the MEDC is responsible for collecting tax
information for Brownfield Redevelopment Authorities instead of the Michigan Department
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Figure 3: TIF governance and regulatory oversight for DDAs, HNIFAs and TIFAs
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of Treasury. The MEDC recently launched an online portal to streamline this process and will
not be accepting the AR in paper format.

3.4.2 Tax collection process

The approval of the TIF plan sets the tax base at the initial assessed value. This value is the
county equalization director’s determination of equalized assessed value of all property in the
development plan. At the present time (Year 0), the tax base is frozen and municipal and
county treasurers will transmit tax increment revenues (in following years) to all Michigan tax
capture authorities. County treasurers or assessors calculate the amount of tax increment to
transmit to the authorities through an ATW worksheet that one of them fills out.

This tax increment can sometimes be modified if the authority will lose permissible edu-
cation tax capture. If the authority specifically loses tax increment revenues from the Revised
School Code, State Education Tax Act, and the General Property Tax Act, while reducing al-
lowable school tax capture, through the Department of Treasury’s permission, the authority
can request the local tax collecting treasurer to allocate education taxes to the authority itself.

Following tax increment calculation, municipal and county treasurers send revenues to tax
capture authorities that reside in their jurisdiction’s borders. Most public acts do not specify
the number of days municipality and county treasurers must transmit tax increment to the
authorities. However, PA 502 (the public act for BRAs), requires that BRAs must receive their
tax increment within thirty days afier their tax increment is collected. LDFAs are also different
because they receive their tax increment from schools in addition to municipality and county
treasurers.

3.4.3 The opt-out process

A governing body of a taxing jurisdiction can choose to not have its taxes apportioned to a
tax increment finance authority-or to “opt-out”. After a specified number of days following a
public hearing to implement or amend a development plan, the governing body of a jurisdiction
can adopt a resolution to exempt its taxes from capture. BRAs, WRITAs, LDFAs, and CIAs
can all opt-out within sixty days of the public hearing. DDAs and HNTIFAs must do so within
ninety days. Following the decision to opt-out, the authority files a copy of its resolution with
the clerk of the municipality that contains the authority, thus putting its decision to opt-out into
effect.

3.5 Financing of development plans

To illustrate the process of tax increment capture, here we demonstrate how this process works
with a DDA. The following are the two steps of tax capture. First, the DDA’s municipal
and county treasurers calculate the tax increment that should go to the DDA through the ATW
worksheet. Second, the municipal and county treasurers send the tax increment to the authority.
Depending on whether the authority’s development project has a general obligation or general
revenue bond, the authority will use the tax increment it receives to directly pay its bond (if it
is a general revenue bond) or to reimburse the municipality for the bond payments it makes (if
it is a general obligation bond).

A DDA has three ways that it can finance a project that is connected to its development
plan. In the first instance (a pay-as-you-use bond), a municipality will first approve, issue,
and sell general obligation bonds to finance a DDA’s development project in the municipality’s
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the authorities have enacted their powers to create a tax capturing district or if certain author-
ities have more than one plan under their jurisdiction. For example, as of 2007, the CRCM
report specifies that the number of municipalities with Historic Neighborhood Tax Increment
Finance Authorities (HNTFA) was unknown. Qur most recent report from the CRCM, as well
as communications with a representative from the MEDC, verifies that HNTIFAs are not in
operation. If they are in operation, they are not reporting their figures to the Tax Commission,
As of 2005, Michigan has 63 communrities with Historic District Commissions. These commu-
nities are pursuant to Michigan’s Local Historic Districts Act (1970 PA 169) delineating what
constitutes a historic district. According to the legislation governing HNTIFAs, only cities and
townships with historic districts are eligible for HNTIFAs, but multiple HNTIFAs can exist
inside the boundaries of the historic district.

We also surveyed the academic literature on the practice of TIF in Michigan to gain a better
understanding of the process governing TIF usage in the state. Most of the literature that covers
this topic approaches the use of TIF from a theoretical perspective and does not provide us with
data on the number of municipalities with established authorities or tax capturing districts. The
one exception is a recent article analyzing the effectiveness of combining multiple economic
development incentives, one of which is TIF, into a package of economic development tools
(Sands, Reese, and Trudeau, 2007; Reese, 2014). Similar methods for collecting information
on authorities using TIF were followed including snowball sampling as part of a statewide
population survey which only permits partial coverage to state-wide TIF activities.

4.2 'Web resources

We found that select municipalities report TIF Plans and make them available online. When
this is the case, the plans themselves often contain maps, though this is not completely consis-
tent throughout. Some have histories of the districts, including legislative process, important
dates, and intended land uses within the districts. Reports also contain goals, specific poli-
cies for the districts, and expected impacts. However, not many reports have employment
estimates,?

Unfortunately, most municipalities do not publish an annual report in a readily accessible
manner online. Of those that do, we have not found any municipality that includes consecutive
year reports online. For those that we did find, most reporting years begin in 2010, with a
few reports for 2004-2005, and an established pattern cannot be found for the years that are
reported. There are tax capture authorities that generate reports on a monthly basis, but this
appears to be very rare. The reports that are filed generally adhere to the statutory requirements
laid out in Bulletin 9 of 1997. Typically they contain all of the line items requested by the
Tax Commission. This includes tax increments received, bond reserve account, amount and
purpose of expenditures, amount of principal and interest on outstanding debt, initial assessed
value of area (one of the least frequently reported items), captured assessed value, number of
jobs created (also one of the least frequently reported items).

The larger municipalities with authorities tend to have websites for their various authority
types, but these websites are not always up to date, and many include only board member in-

13 An exemplar for reporting is Bellevue. Similarly, Battle Creek DDA is an example of a municipality that includes
a map of the proposed DDA and the district within which the authority can operate. This simple color-coded map
clearly designates the boundaries of the DDA and street names, major avenues and thoroughfares, raitroad, parcels,
and water features. A legend is included to assist the reader in distinguishing the features that are captured in the

proposed DDA district, as well as a scale and a north arrow compass rose.
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precedents. We do not criticize the Tax Commission for not making the information available
to the public, but we do want to emphasize that the reporting process could be simplified with
a streamlined electronic submittal system.

In addition to structural and institutional factors, the nature of some of the mandated data is
in and of itself likely to provide a reporting disincentive. For example, TIF reporting requires
authorities to report the number of jobs, a reporting requirement that — while intuitive and
consistent with popular logic — is both difficult to quantify and not necessarily consistent with
economic theory (Courant, 1994). In many cases, authorities are not reporting the amount of
jobs created. When they are reporting this information, it is unclear if the number reported
stands for full-time employment, part-time employment, hours employed, duration, etc. This
is controversial in that it is nearly impossible to standardize a figure for the number of jobs
created.' Tn discussing job reporting for tax abatements and Renaissance Zones, economic
development tools used by localities that also require this figure to be reported, Reese (2014)
discusses how these numbers are generally estimates and that in most cases the data for these
measures do not exist.

4.4 Data on TIF authorities in Michigan

Table 3 is a compilation of data on the number of authorities in Michigan from the various
reports we obtained. The top row lists the source for our data, the type of authority that is
counted within the source, and eight tax capturing authorities. HNTIFAs are absent from this
group because none of the sources report the existence of an HNTIFA. Also, the M1 Railroad
TIF has a column because it appears in the Michigan Treasury Report (2014}, In the first col-
umn, under the “Sources™ heading, we list the names of the six reports from which we obtained
our data. In the following row, under the “Type” heading, we define the terminology that the
reports use when reporting their data. In other words, if the report specifies, or if we can rea-
sonable conclude, that the data displays the existence of an authority district, we use the term
“authority district (AD)". If we are uncertain, we use the term “authorities (A)” or “municipal-
ities with authorities (M)”. Similarly with “Municipalities with TIF districts (MT)" and “cities
with TIF districts (C)". The remainder of the rows list the number for each authority, authority
district, or TIF district as reported in the report. On account of the reporting inconsistencies
between the reports, many cells remain blank.

What is readily apparent from table 3 is the complexity and large uncertainty that exists in
reporting TIF activity in Michigan. The major discrepancy we found is that distinctions are
not made between the existence of an authority versus authorities that utilizing tax increment
financing to fund their projects. In some cases, a database may list a municipality and asso-
ciate multiple authorities of one type to it. For example, in the Revenue Report from the Tax
Commission, Bay City is listed as having twelve DDAs. According to the statute, in order
to establish an authority, the municipality must approve a boundary within which the author-
ity can exercise its power (authority district). Boundaries between similar authorities cannot
overlap. In other words, the assumption is that Bay City has twelve boundaries within which
the DDA can exercise power. However, what is uncertain from the way the information is
presented is if the authority is utilizing tax increment financing (or, in other words, has an

13The Revenue Report we received from the Tax Commission does not include a column for jobs created, despite
the other information that is captured. We cannot be sure if this is because authorities are not reporting the information
at all or if it is because of the lack of consistency with how this line item is reported. Representatives al the DEGC
simply stated that they do not report this information because deriving this information is essentially “voodoo magic™.
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We attribute this 1o the fact that it is one of the few reports that is looking for data beyond the
establishment of an authority to those that utilize TIF.

Building a database that reflects the accuracy of the total authority districts and T1F districts
is the first step in understanding how authorities utilize TIF to fund their projects. Only once
an accurate database of tax capture authorities for the state of Michigan utilizing TIF revenue
is established can we advance to the next step of collecting revenue calculations and engaging
a discussion on the effectiveness of TIF usage for the state of Michigan. In the next section we
propose the creation of an online database that can be sent to all the authorities in Michigan
using TIF.

5 Introducing the MiRTIF prototype

The MiRTIF prototype is a draft of our recommendations for a comprehensive database that
stores information regarding TIF Authorities in Michigan. The fields for the prototype are de-
rived strictly from the legislation governing the use of TIF by tax capture authorities in the state
of Michigan. In addition, as the Michigan Treasury creates forms based on the requirements
listed in the statutes, we also incorporate the annual reporting requirements of Form 2604/2967
and the AR forms from them. Lastly, we included additional fields we believe essential in order
to create a clean, simple, and organized data repository.

Currently, the MiRTIF prototype exists in an Excel format (see appendix). OQur recom-
mendation is that the fields within the prototype are used to create an online portal o capture
this information. Creating one website location for the collection of data not only streamlines
the process for reporting individuals, but the data can then be manipulated and presented in a
friendly, yet accurate, fashion that allows the public access to the information.

5.1 Data dictionary

We derived a total of 62 fields based on the annual reporting requirements of Form 2604 and
Bulletin 9, and included additional fields that we found useful. The data dictionary, fully
displayed in the appendix, outlines the field names, the description of the fields, the number of
characters for each field, the field type (dropdown menu, text field, number), and the different
values or range of numbers for each field.

The structure of the data dictionary is straightforward and follows standard conventions for
the record layout that is commonly used for data available in flat-file format:

e The “D” in the first row of each field represents the field description, including the field
name, the size of the field, and the type of field.

e The “T" in the second row provides the English description of the field name.

¢ The “R" in the third row provides the range for fields that are numbers. The upper and
lower bounds are separated with . .” and are followed by a description of the units.

e Finally, the “V" in the third row and beyond provides the values for the fields. The value
code is placed to the left of the . and the description is placed to the right. Additionally,
we included columns indicating if the field was derived from either the Annual Report
or Form 2604.

The data dictionary is divided into the following sections:
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In May 2011, Mayor Rahm Emanuel announced the formation of a TIF reform panel. The
panel included elected and appointed officials, finance experts, small business leaders, and
urban policy leaders from academia, think tanks, and foundations with Carol Brown appointed
as chair of the committee. The committee met on a regular basis for three months. On August
23, 2011, the final report (Chicago TIF Reform Panel, 2011) was submitted, highlighting six
major recommendations:

TIF goals Establish the city’s TIF goals whereby the Mayor’s Office develops a multiyear plan that
guides all future TIF district designations and project zllocations;

Allocation The city should create a mulii-year capital budget that details the funding of infrastruc-
ture needs and all TIF infrastructure allocations and porting decisions should be made in
accordance with the capital Budget;

Monitoring Establish metrics for its use of TIF to benchmark TIF district and project performance in
aggregate and alignment with the Economic Development Plan;

Accountability Increase accountability by justifying public funding of private projects more explicitly,
monitor projects more systematically to ensure recipients of TIF funding meet obliga-
tions;

Action The city should set and manage to performance thresholds for districts and projects;

Oversight Enhance oversight and administration by empowering an internal body with clear ac-
countability for all aspects of TIF.

After determining how much money was allocated to private development; public works;
and small business, workplace, and property owner programs, the data allowed for graph on
TIF allocations by project type. Within each allocation, further analysis could be made (i.e.,
how much allocated for residential, mixed use, commercial, industrial, institutional, schools,
parks, infrastructure, public buildings, etc.). Other data include a geographic representation of
TIF usage, porting funds (the ability for municipalities to use funds from the TIF district in
surrounding districts that may benefit from the project).

6.2 Minor critiques

The [linois Comptroller website reports that as of August 2013, TIF compliance for the state
of Itlinois is at 93%. This does not mean that the reporting is easily accessible. Issues have
been reported regarding the complication of making the information searchable (i.e., a stream-
lined manner for searching through the numerous documents uploaded to the website), missing
information, specifically the fact that 0% of the TIF projects include information on annual em-
ployment positions created and retained, and the lack of a web tool that connects individual
expenditures with specific projects. This final critique is important because it allows the pubic
to track where the money is going and where it is spent (Meiffren, 2011).

6.3 City of Chicago TIF Portal

Perhaps one of the most advanced features, and arguable the most visibly accessible nation-
wide, is a publicly accessible online map-based view of all TIF districts in the city of Chicago
(see Figure in appendix A.3). The map includes three layers that can be added or removed at
the viewer’s discretion. The first layer is called the TIF Layer. When only this layer is high-
lighted, the map of Chicago is populated with every single TIF District delineation. When the
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power, individuals could be sent to each and every county, or municipality for more targeted
accuracy, to inquire about the existence of tax capturing authorities.

Localities must revisit and internalize the original intention behind the creation of a tax
revenue increment capturing tool. This would require implementing a systematic approach to
meeting the “but for” requirement. Tightening the definition of what constitutes blight and en-
suring that the designated area is indeed in need of public funding to attract private investment
will limit the use of a tool to areas that are in serious need of attention. Improving the tax base
in locations such as these and increasing opportunities for employment will bring economic
vibrancy to pockets of the city stripped of these resources rather than further concentrate devel-
opment in areas of less need and eliminate situations in which authorities squander excessive
funds on repaving streets within their districts because they are not allowed to spend the money
on other locations or because they simply sit on large sums of accrued revenues from tax incre-
ments but do not want to retire their TIF Plan. Furthermore, case study research analyzing how
locations using TIF fare in comparison to those without would help clarify the effectiveness
of the tool and begin the foundation for determining specific site variables as indicators for
establishing a TIF Plan.

The adoption of the use of TIF to fund economic development and its proliferation across
the states is indicative of the increasing fragmentation of the budgetary process of local gov-
ernments. While recognizing that TIF is an attractive tool for municipal actors because of its
flexibility, there is some agreement among economists that a certain amount of pull-back on the
level of earmarking for tax revenues is desirable; in part, this would restore the long-lost sanc-
tity of the local budgetary unity — the requiremeni that the budget should not be divided into
independent parts. Indeed, the validity of the principle of budgetary unity has long been recog-
nized to depend upon the significance attributed to the particular type of information which the
unitary budget supplies and upon the planning efficiency which it permits (Musgrave, 1939).
Requiring stringent reporting and transparency will reform unregulated TIF usage in a way that
ought to diminish abuse, putting a much needed break on further uncurbed fiscal splintering
and special districting.

Sound public policy needs to be based on objective measures and reliable data. If imple-
mented, the MiRTIF would be precisely a step in this direction, providing a critical tool for
analyzing the ongoing practice of TIF in Michigan and generating an overview of meeting
statewide and local development goals. MiRTIF could form the basis for a more comprehen-
sive system of policy decision support tools that would help to ensure that policy makers can
base their decisions on future TIF reforms on solid facts, and not the speculative extrapolations
of special interests.
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A.4 Example of TIF annual report

Annual Report

City of Dewoit Downtown Development Authority, Development Area =2

Revenue:
Property Taxes
Interest
Total Revenue

Bond Reserve

Expenditures
Eligible Obligations:
Madison Center Project
Total eligible obligations:

Outstanding bonded indebtedness
Principal
Interest

Initial Assessed Value
Ad valorem non-homestead
Commercial Facilities Tax-New
Commercial Facilides Tax-Restored
Total

Captured Value
Ad valorem non-homestead

Commercial Facilities Tax-New
Commercial Faciliies Tax-Restored
Total

Tax Increment Revenue Received
City of Deroit
School
SET
Wayne County
WCCC
RESA
Huron-Clinton
Total

Number of Jobs Created
Additional Information

EYE 2007
801,911

801,911

801,911
801,911

335,900
;35,900
2,808,297
;,808,297

340,939
293,427
56,841
53,152
23,157
32,389
2,006
801,911

NA
None
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BROWNFIELD REDEVELOPMENT AUTHORITY

Under the Brownfield Redevelopment Act PA 381

of 1996, as amended, a municipality may createa
Browafield Redevelopment Authority (BRA) to develop
and implement Brownficld projects. A BRA is a resource
that may use Tax Increment Financing (TTF} as a tool for
property redevelopment.

WHOISELIGIBLE TO HAVE AN AUTHORITY?
Any city, village, township or county may create a BRA.
A county BRA may be involved with eligible property
throughout the county, but may not include a project in
their Brownfield Plan unless the affected municipality
concurs that the site in their community may be included
in the county's plan.

HOW DOES IT WORK?

Once created, a BRA reviews proposals for the
redevelopment of eligible property and determines

what financial incentives are necessary to assist the
redevelopment. The Authority prepares a plan that
identifies the Brownficld projects. Each project section
of the plan includes the description of the eligible
property, the eligible activities, the TIF approach to be
taken and other issues related to the subject parcels. The
Authority then recommends to the governing body of the
municipality {city or village council. township board or
county commission) that the decision.making body holds
a public hearing regarding the plan and subsequently
acts to approve with modifications or deny the plan. The
Authority would recommend revisions to the plan as
new projects are submitted or revisions are requested on
existing plan projects.

WHAT IS THE PROCESS?
The municipality may hold informational meetings to
explain the purpose, powers and benefits of a BRA. In
order to ereate an authority, the municipality must do the
following:
1. The governing body of the municipality may adopt
a resolution of intent to create an Authority that
includes a date for holding a public hearing on
the adoption of a proposed resolution creating an
authority.

2. The natice of the public hearing to create a BRA
must include a date, time and place of the hearing.

3. The gaverning body holds a public hearing.

4+ Not more than 30 days after the hearing the
governing body adopts a resolution creating the
BRA. A copy of the resolution must be filed with
the Michigan Secretary of State promptly after its
adoption.

5. The governing body designates the members of the
Authority. The Authority members may be chosen
from an existing Downtown Development Authority
(DDA), Local Development Financing Authority
(LDFA), Tax Increment Financing Authority (TIEA),
Economic Development Corparation (EDC) or
appointed at-large by the chief executive officer of the
municipality.

Subsequently, the Authority can hold meetings in order
to clect officers of the board, to adopt by-laws of the
Authority and to adopt governing rules,

WHY WOULD A COMMUNITY

WANT TO CREATE THIS AUTHORITY?
The creation of a BRA allows local detision-making
in the various aspects of Brownfield redevelopment.
Through redevelopment, 2 municipality can:

+ Focus development in existing service areas.

+ Enhance tax base through private development.

« Receive multiple taxing jurisdiction participation in
redevelopment financing.

» Provide reimbursement for eligible Brownfield
activities. A BRA provides a municipality with the
opportunity to create a local Browniield financing
resource. enhance local economic development
capacities and market difficult sites based on the
private investment incentives.

SUPPORTING STATUTE
I'ublic Act 28] of 1996

303 4 Michigan Ecnnomic Develogenent Corproration™
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DOWNTOWN DEVELOPMENT AUTHORITY (DDA)

The Downtown Development Authority {DDA), Public
Act 197 of 1975 as amended, is designed to be a catalyst
in the development of a community’s downtown
district. The DDA provides for a variety of funding
options including tax increment financing mechanism,
which can be used to fund public improvements in

the downtown district and the ability to levy a limited
millage to address administrative expenses.

WHO IS ELIGIBLE?
Any city, village or township, that has an area in the
downtown zoned and used principally for business, is

eligible.

HOW DOES IT WORK?

Once established, the DDA is required to prepare a
development plan and may create a tax increment
financing plan to submit for approval to Lthe local
municipality. A development plan describes the costs,
location and resources for the implementation of
the public improvements that are projected to take
place in the DDA district. A tax increment financing
plan includes the development plan and details the
tax increment procedure, the amount of bonded
indebtedriess to be incurred, and the duration of the
program.

Financing Options for DDA Activitias:

+ Tax Increment Financing (an annual report must
be submitted to the municipality and to the State
Tax Commission}

» Millage (up to two mills for municipalities with
population of less than one million; up to one mill for
municipalities with population over one million}

« Special assessments

+ Revenue bonds

» Revenues from property owned or leased by the DDA

+ Donations and grants to the authority

« Contributiens from the local unit of government

WHY WOULD A COMMUNITY WANT

TO ESTABLISH A DDA?

The DDA financing mechanism allows for the capture
of the incremental growth of local property taxes

over a period of time to fund public infrastructure
improvements, A community can capture property taxes
which would have otherwise been paid to entities such as
the library, community college and county, and instead
usc them for public improvements in targeted areas. By
barrowing against the future tax increments, the DDA is
able to fund large-scale projects, which can lead to new
development opportunities within the downtown, In
addition to the financing mechanism. the DDA structure
results in the creation of a public board dedicated solely
to the improvement of the downtown,

WHAT IS THE PROCESS?

Note: The following steps are offered as general guidelines

only and the legislation should be reviewed by local

officials prior to starting the DDA District designation
process.

1. The governing body finds that it is necessary for the
best interests of the public to do the following related
to the defined business district:

+ To hait property value deterioration

+ Increase property tax valuation

» Eliminate the causes of deterioration

+ Promote cconomic growth

+ Create and provide for the aperation of the DDA

. The poverning body sets a public hearing, based upon
its resolution of intent, to create a DDA,

. Notice is given of a public hearing by publication and
mail to taxpayets within a proposed district and to
the governing body of each taxing jurisdiction levying
taxes that would be subject to capture of tax increment
Tevenues.

4. The governing body takes comments at the public
hearing.

. Within 60 days. the governing body of another taxing
jurisdiction may, by resolution, exempt its taxes from
capture and file the resolution with the clerk of the
municipality.
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LOCAL DEVELOPMENT FINANCING ACT (LDFA)

The Lacal Davelopmant Financing Act (LDFA}, Public
Act 281 of 1986, as amended, allows a city. village or urban
township to vtilize tax increment financing to fund public
infrastructure improvements. The tool is designed to
promote cconomic growth and job creation. Communities
across Michigan have utilized this tool to extend sewer
and water lines. construct roads, service manufacturing,
agriculiure processing or high technology operations,

WHO |5 ELIGIBLE TO APPLY?

Any city, village or urban township, is eligible to create
an LDFA district. An urban township is defined as any of
the following:

Option 1 {all of the following):

+ Has a population of 20,000 or more, or hasa
population of 10,000 or more but is located in 2
county with a population of 400,000 or more.

« Adopted a master-zoning plan before February 1, 1987,

« Provides sewer, water and other public services toall
or a part of the township.

Option 2 {all of the following):

« Has a population of less than 20,000.

« Is located in a county with a population of 250,000 or
maore, but less than 400,000 and that county is located
in a metropolitan statistical area.

« Has within its boundaries a parcel of property under
common ownership that is 800 acres or larger and
is capable of being served by a railroad and located
within three miles of a limited access highway.

« Established an authority before December 31, 1998.

Option 3 lall of the following):

» Has a population of less than 20,000

« Has a State Equalized Value (SEV) for all real and
personal property located in the township of more
than $200 million.

» Adopted a master zoning plan before February 1, 1987,

« Is a charter township under the charter township act,
PPublic Act 339 of 1947,

« Has within its boundaries a combination of parcels
under common ownership that are B0O acres ar
larger. immediately adjacent to a limited access
highway. capable of being served by railroad and are
immediately adjacent to an cxisting sewer line.

« Established an authority before March 1, 1999.

Qptian 4 {all of the following):
« Has a population of 13.000 or more.
« 1slocated in a county with a population of 150,000 or
nore,
« Adopted a master zoning plan before February 1, 1987

The townships listed on the third page of this document
are eligible to be categorized as “urban” based on both
their and their respective county’s population as of the
2000 Census. These townships must still meet the other
required criteria te be considered “urban.”

HOW DOES IT WORK?

Once established, the LDFA prepares a development
plan and a tax increment financing plan to submit for
approval by the municipality following a public hearing
After the municipality adopts the two plans through a
resolution, the development plan is implemented and the
tax increment. which occurs as a result of improvements
in the eligible property, accrue to the LDFA to be used in
accordance with the development plan.

Financing Options for LDFA Activities:

+ Tax Increment Financing revenues from cligible
properties (an annual report must be submitted to the
municipality and to the State Tax Commission
on the status of the tax increment financing plan).

« Contributions to the LDFA from the local unit of
government.

« Revenues from ownership of property.

» Proceeds of revenue bonds,

» Donations and grants to the authority.

Eligible Activities for Funding:

+ Public infrastructure improvements that directly
benefit the district, including a street, road, bridge,
storm water or sanitary sewer, sewage treatment
facility, water line, waler tower, etc. Railroads and
utility lines {electric and telecommunication) are also
cligible.

« Acquisition of land, demolition, site preparation and
relocation costs.

+ Administrative costs.

+ Certified alternative energy parks and certified
technology park development.
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“Fiscal illusion” in public finance

“It is well that the people of the nation do not understand our banking and
monetary system, for if they did, | believe there would be a revolution by
tomorrow morning.”

Henry Ford (1922)
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... but no simple answers

« Mi Department of Treasury estimated tax capture
authorities to capture $280 million in revenue for FY2014

— 86% increase ($150 million) since 2006 (65% when adjusted for
inflation to 2012 figures)

« Official figures grossly underestimate true magnitude of
revenue capture because of the lack of reporting:

— Estimate: closer to $500 million, possibly as much as $1.2 billion—
nearly 10% of total property tax revenues

— Revenue collection not emphasized
— Very complex and complicated reporting
— Missing and inconsistent data (~ 30% reporting complicance)
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Accountability in local public finance

TIF create conditions for “overfishing” of fiscal common-pool
as multiple territorially overlapping governments and special
purpose districts levy taxes in common geographic area.

— Increasing number of overlapping governments increases interest
costs for county debt (Greer, 2015)

Observation that TIF districts grow faster than other areas is
unremarkable on its own, does not permit causal inference.

— TIF expenditures and property value change in Chicago show
negative effect of infrastructure spending (Kane and Welber, 2015)

— TIF projects might be “crowding out” private investments
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Table 3: Estimating the activities of TIF authorities in Michigan

Source - Twpe* BRA CIA DDA LDFA MIRR NIA TIFA WIRD | Total
CRCM (2007) S = S, M - B [Ct
- M = - 370 08 - — 87 - 555
; A - - 361 66 - — 57 - 484

, ain (902
MI Tax Commission (2012) D VY 27 - J 28 B 616
Authority Districts in Ml - — 417 E ~ 4 139 - 560
Authority summary/ Ly 215 = 416 IR h a B a 734
Hiy summaty MT 2 - 110 13 - - | 135
Reese (2014) C 132 4 203 - — — 01 - 430
MI TIF Working Group (2014) M 500 30 380 110 1 - 95 3| 1119

Notes: BRA: Brownfield Redevelopment Authority: CIA: Corridor Improvement Authority; DDA: Downtown De-
velopment Authority: LDFA: Local Development Financing Authority; NIA: Neighborhood Improvement Authority;
TIFA: Tax Increment Finance Authority; WIRD: Water Resource Improvement District. * “A”: authorities; “D™: au-
thority districts; “C™: cities with TIF districts; “M”: municipalities with authorities; “MT"": municipalities with TIF
districts (see text for more details). ¥ Summary of BRAs (2011), DDAs (2011), LDFAs (2014).

Source: Bieri and Kayanan (2014)
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Recommendations for TIF reform

1. Better monitoring

— Smarter regulation (not more, but better, “lean” regulation;
consolidate TIFA to 2 types max.)

—  Simple metrics for benchmarking TIF performance (evidence-based
public policy).

2. Improved accountability
— Smarter and more regular reporting (open data)

— New GASB Statement 77 on “Tax Abatement Disclosures” as
opportunity

3. Strengthened oversight with more consistent enforcement

— Internal body with well-defined accountability for all aspects of TIFs
(e.g. Treasury)
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